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ABSTRACT
Allison Elizabeth Buckley: An Analysis ofthe Baby Boomers: The Impact oftheir
Approaching Retirement
(Under the direction of Jo Ann O’Quin)

This paper intends to address some ofthe major financial concerns facing the
Baby Boom generation as they enter retirement. This generation faces struggles with
savings, the high costs of health care coupled with their high demand for it and Social
Security and Medicare issues. The Boomers,through their financial strain, will affect
change in federal policy programs for future generations.
This paper is supplemented with newspaper stories I wrote that address some of
the same topics discussed in more detail within the text. These stories, published in the
Oxford Eagle^ were written to inform the public of major financial issues encountered on
the road to retirement. With these stories I wanted to identify a problem and offer
information, advice and solutions from professionals. The implications ofthese financial
concerns on retirement will be monumental. These issues need to be brought to the
forefront of our community. People need to be reminded of one simple message that is
vital for a satisfying and successful retirement: save more money!
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INTRODUCTION

A whole different set of circumstances are brewing when it comes to retirement
for the generation known as the Baby Boomers. The impact they will have on the
American economy will be great and hardest felt in the areas of Social Security and
Medicare, with the Medicare programs already feeling the brunt ofa poorly planned
federal system of benefits.
The Baby Boomers,individuals bom between 1946 and 1964, make up an
estimated 77 million people. They make up nearly 30 percent ofthe U.S. population in
2007. This was a period ofincreased birth rates — literally a baby boom. Now massive
changes to the American economy are in order as some of this older population choose to
withdraw from the workplace, while others continue working. This generation is also
expected to meet financial crises, however, raising questions about how soon the exit
from the labor force may actually be for some ofthe Boomers.
Most people think of retirement as a period of withdrawal. More specifically, the
dictionary defines the term “to retire” as “to give up one’s work, business, career, etc.,
especially because of advanced age.” But due to mounting health care costs and little
retirement savings in the wake ofa changing pension system. Boomers may have to
remain in the work force longer just to receive an adequate income. In fact this group
already has plans for continued work into older age. According to AARP research, 80
percent of Boomers plan to continue working in some form past the age of65. This will
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have major implications on every part ofsociety(Testimony Before the Senate Special
Committee on Aging).
One ofthe problems facing the Baby Boomers is that they are unprepared for a
financially secure retirement. Because ofliving longer coupled with rapidly rising health
care prices, the costs of retirement may be more expensive than many ofthis group
realizes. According to AARP research, about 15 percent of people 55 and older had
$10,000 or less in retirement savings. As of2006,the average monthly Social Security
benefit for retired workers was $1,044, and Social Security is the major source ofincome
for most retired workers. Social Security benefits represent 41 percent ofthe income of
people age 65 and older (Social Security Basic Facts).
So how much does one need to retire? There are many Websites that offer
“retirement calculators,” which generate estimates using a person’s necessary annual
income for the desired lifestyle, number of years until retirement and number of years in
retirement. These devices attempt to gauge the amount of money that the average
American needs to store away for a comfortable retirement, but one ofthe key factors
these sites overlook is determining what the individual expects out of retirement.
“Whether Baby Boomers are ready to retire really depends on what their goals are,” said
Ed Gunn,investment representative for Edward Jones in Oxford, Miss.“Some people
want to start their own business, some want to travel, some want to continue working in
their current job or switch careers and others just want to clear their calendars and relax,”
said Ty Bauer, investment advising partner with Carlton and Associates Inc., in Oxford,
Miss.
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The following appeared in The Oxford Eagle on Sept. 15,2006. It introduces
several issues that are discussed in more detail in the text of this paper.

Are Boomers financially prepared to retire?
By: Allison Buckley
With the oldest ofthe Baby Boomers turning 60 this year, the
pressures of retirement planning for a financially secure future are
mounting as healthcare expenses and the costs of living continue to rise.
Boomers, who were bom between 1946 and 1964, are largely a
consumer group, said Ty Bauer,investment advising partner with Carlton
and Associates Inc. in Oxford, Miss.
‘‘They are fast cars and speed boats kinds of guys, and many of
them haven’t thought too seriously about retirement plans,” Bauer said.
Bauer said he thinks employers are to blame for this decline in
preparation because employer pension plans have given way to increased
pay with the idea that employees will independently pursue their own
investing plans. But not everyone is as disciplined with their saving habits
as they should be.
Some employees, such as state employees, do still receive defined
benefits retirement plans, and Oxford has the advantage of hosting a large
state employer — the University of Mississippi.
Pam Johnson, human resources manager of benefits and
compensation for the university, said two plans are offered to employees:
an optional retirement plan ant the Public Employees Retirement System.
Of approximately 2,300 permanent eligible employees ofthe
university, who are those that participate in mandatory retirement plans,
1,115 - or 48.5 percent- are Baby Boomers.
This large generation of an estimated 78 million people comprises
a large component ofthe country’s labor force, and it remains to be seen
how this group will effect health care and Social Security programs, Bauer
said.
Jimmy Langley, investment representative for Edward Jones, said
many people heavily rely on Social Security payments to meet their
financial needs. Instead, these pa)mients should be used to supplement
other forms ofincome.
According to the U.S. Social Security Administration’s Office of
Policy, the average monthly social security benefit for July 2006 was
$1,007.60 for retired workers.
Overlooked protection
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Long-term health care insurance is an overlooked protection and
most people are unaware ofthe impact long-term care costs can have on
their finances, Langley said.
“I don’t care if you’ve got two million dollars. It can still deplete
your estate in a hurry,” Langley said.
Azalea Garden residents pay between $1,200 and $2,900 per
month for independent living, which is a community-living environment
for older adults who are able to care for themselves but want the security
and convenience ofliving with their peers. The cost per month ofassisted
living at Azalea Gardens, which is a combination ofresidential housing,
healthcare and the benefits of independent living communities, ranges

from $2,100 to $4,200.
Hermitage Gardens costs $80 a day for assisted care, which
includes assistance with activities of daily living, like walking and
bathing, and medication management.
The State of Veterans Home charges $60 a day for assisted care.
Graceland Care Center of Oxford charges $160 a day for nursing
care with a semi-private room and $170 a day with a private room.
Never too late
It is never too late to begin planning for retirement, Bauer said.
However,for those who have not been saving as much as they should,
they are going to have to stick with a strict saving regiment, or else
compromise the lifestyle they lead in retirement.
Ed Gunn,investment representative for Edward Jones, said that
whether or not Baby Boomers are prepared depends on what their goals
are.
“Everybody has different desires for retirement,” Gunn said. “For
some, it’s traveling. For others, maybe it’s just an enhancement to their
homes.”
Gunn said it is important that older adults decide on what they
want out of retirement, set goals to achieve that and create a financial plan
to cover those goals.
The inflation factor is a major component ofthe planning process
that is often overlooked, Gunn said. Ifthe current inflation rate of
approximately 3 percent stays consistent, the cost of living will double in
24 years.
The bottom line, Gunn said, is that retirement planning is an
education process. The more that individuals understand, the better
decisions they can make.
Margaret Ferguson, 89, a retried record shop owner from North
Vernon, Ind., and an Azalea Garden’s resident, said others should invest
and not be tempted to use that money for current purchases.
One ofthe biggest worries of people her age is that they will be a
burden to their children, Ferguson said.
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“In order not to do that, you have to make a few sacrifices along
the way,” Ferguson said.
Additional information on benefit programs for people over 55 that
can help cover costs such as prescription drugs, medical costs and heating
and cooling bills can be found by visiting www.benefitscheckup.org.

Some of the most crucial concerns facing the U.S. population and, in particular,
the Baby Boomers as they enter retirement age, are financial issues. From the future of
Social Security and Medicare, to the high costs of and need of carrying Long Term Care
Insurance, to the financial and emotional toll placed on a retiree who is caring for a
disabled friend or relative, to the end ofthe traditional defined benefits pension plans of
American companies, this paper intends to examine the financial burdens that the Baby
Boomers v^ll soon be facing. Major changes affecting the American economy are in
store, and the Baby Boomers are the cause.
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CHAPTER 1
An Impending Death for Medicare and Social Security?

The message is clear and unmistakable: Our funding for Social Security and
Medicare will soon run short and leave a dramatic impact on our general financial
condition, both as a nation and as individuals. The cause ofthis impact is equally clear as
reported by the Social Security and Medicare Board of Trustees through their 2006
Annual Reports.
Social Security is termed a “pay-as-you-go” system. The benefits paid to current
beneficiaries are financed by taxes paid to current workers. Benefits paid to beneficiaries
reflect their earnings while working, but there is no pool to collect the worker’s taxes to
be paid to that worker after retirement. Herein is the problem unaccounted for with Social
Security’s introduction in 1935. Baby boomers are moving through a system that had
been designed for a constant and consistent flow of workers and consumption of goods
and services. As Boomers retire the number left in the workface supporting this groups
benefits is inconsistent to the number of beneficiaries. The rate at which this group of
citizens retires and leaves the workforce is also timed with their increased use and
consumption of medical goods and services. In fact the Social Security and Medicare
Board of Trustees makes projections every year for the effects of probable circumstances
and associated consequences on the various fimds under their purview and projects these
outcomes over the next 75 years. The Board leaves no doubt that the coming surge in
6

retirees will result in the loss of any positive cash flow by no later than 2017 for Old Age
and Survivors Insurance(OASl)and the Disability Insurance (DI)funds jointly . These
combined hmds(OASDI)are projected to deplete the entire trust fund by 2040. In this
event either new revenue sources must be sought to fund promised expenditures or
benefits must be cut to keep them consistent with revenues(A Summary of the 2006
Annual Reports).
The impact on the Medicare fund will be much sooner and far more severe than
the trends in Soeial Security. The expenditures of Medicare’s Hospital Insurance Trust
Fund (HI) is projected to exceed taxes and other dedicated fund income and revenues
through 2006. This is the program that reimburses hospitals’ expenses. The fund’s cash
flow deficits are expected to grow, especially after 2010, with the acceleration of Baby
Boomers’ retirement. This Board projects that this fund will exhaust cash reserves and
assets in 2018. These dates are surmised below in Table 1 (A Summary of the 2006
Annual Reports).

Table 1

Key Dates for the Trust Funds
First year outgo exceeds income excluding interest
First year outgo exceeds income including interest
Year Trust Fund assets are exhausted

OASI
2018
2028
2042

DI
2005
2013
2025

OASDI
2017
2027
2040

Source: A Summary of the 2006 Annual Reports. Status of the Social Security and
Medicare Programs. Social Security and Medicare Board of Trustees. 2 May 2006.
http://www.ssa.^ov/OACT/TRSUM/trsummal^v■html
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HI
2006
2010
2018

Additionally, another fund, which pays for physician services and charges and the
new prescription drug plan, is in peril. The Medicare Supplementary Medical Insurance
Trust Fund(SMI)will require substantial increases in general revenue financing and
beneficiary premium charges in order to stay afloat during this time ofincreased demand
for medical care(A Summary ofthe 2006 Annual Reports).
While both programs face deficits due to one major factor - changing
demographics - fimding for health related services and programs will be impacted more
severely than will Social Security. The greater need for and use of health care services by
this older and aging population will increase rapidly and likewise the associated cost for
these services v^ll rise. Medicare’s annual costs are projected to exceed Social Security
expenditures in a little over 20 years. Tables 2 and 3 show the projected income and
outgo of and the change in each ofthe federal Trust Funds for Social Security and
Medicare, except SMI,over the next 10 years. The change in SMI is not shown because
of its automatic annual adjustments in income to meet the next year's projected
expenditures(A Summary ofthe 2006 Annual Reports).
The Board’s report documents the changing proportion of workers to retirees and
the obvious and continuous decline in this ratio over the coming years. However,the
report also analyzes the inflation rates involved in a relationship of wages to benefits.
These comparisons again recognize the very fast rate of growth of health care as a part of
our gross domestic product and the slower rate of growth of worker productivity and/or
wages based on actuarial forecasts. Social Security and Medicare’s benefits currently
amount to about 6 percent of GDP. By 2080 they are projected to swell to 20 percent(A
Summary ofthe 2006 Annual Reports).
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Table 2

ESTIMATED OPERATIONS OF SOCIAL SECURTY
TRUST FUNDS
(In billions-totals may not add due to rounding)
Income

Expenditures

Change in fund

Year
2006
2007
2008
2009
2010

OASI
$639
673
720
763
810

DI
$102
107
113
118
124

OASI
$468
489
513
542
576

DI
$96
102
107
113
121

OASI
$171
184
207
221
235

$6
5
6
5
3

2011
2012
2013
2014
2015

861
911
960
1011
1063

130
136
142
148
153

612
653
699
749
803

127
135
142
150
159

250
258
261
261
260

4
1
-1
-3
-5

DI

Adapted from “A Summary ofthe 2006 Annual Reports”. Status ofthe Social Security
and Medicare Programs. Social Security and Medicare Board of Trustees. 2 May 2006.
http://wvv\v.ssa.uov/QACT/TRSUM/trsummarv.html
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Table 3

ESTIMATED OPERATIONS OF MEDICARE TRUST
FUNDS
(In billions-totals may not add due to rounding)
Income

2006
2007
2008
2009
2010

HI
$210
219
233
246
257

Expenditures
SMI
SMI
HI
B
D
B
D
$177 $58 $200 $173 $58
199 68 213
182 68
204 78 227
194 78
208 87
228 87 243
224 94 259
220 94

2011
2012
2013
2014
2015

271
284
296
308
320

235
251
268
285
304

Year

104
115
127
140
155

277
296
318
340
363

233
248
265
282
300

104
115
127
140
155

Change
in fund
HI
$10
6
7
3
-2
-6
-12
-21
-31
-42

Note the separation of SMI income and expenditures into columns for Medicare Parts B
and D. The change in SMI is not shown because of its automatic annual adjustments in
income to meet the next year's projected expenditures.
Adapted from “A Summary of the 2006 Annual Reports”. Status of the Social Security
and Medicare Programs. Social Security and Medicare Board of Trustees. 2 May 2006.
http://ww\v.ssa.uov/OACT/TRSUM/trsiimmarv.html
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So while the threat to Social Security is less severe than that to Medicare,the
current state of Social Security and its projected future state have major implications on
the American economy. To best understand the fiscal challenges that the future state of
Social Security will present, it is helpful to have an understanding ofthe history and
background ofthe federal program.
Social Security began in 1935 when President Franklin D. Roosevelt signed the
Social Security Act, creating a social insurance program to support retired individuals 65
and older. Roosevelt first announced to Congress in 1934 his plan to establish such a
program to provide for the economic security for older Americans.
Social Security aims to protect against decreased income as a result of retirement,
disability or death. It is divided into two separate programs-Federal Old-Age Survivors
Insurance(OASI)and Disability Insurance (DI). OASI pays monthly benefits to retired
workers or to survivors of deceased workers, while DI pays monthly benefits to disabled
workers and their families. Together the programs are referred to as OASDI(Hakkio 8).
Since its introduction in 1935, Social Security has been affected by munerous
policy changes. Most ofthe changes aimed to expand the scope ofthe program, like the
amendments in 1939 that added two new categories of benefits: payments to the spouse
and minor children of a retired worker and survivors benefits paid to the family due to the
premature death of a covered worker. In 1950 amendments to increase the benefit amount
for beneficiaries were enacted. In 1954 disability insurance coverage was added to the
benefits provided by Social Security. On July 30,1965 President Lyndon B. Johnson
signed the Medicare bill, which extended health coverage to almost all Americans aged
65 and older. A 1972 amendment increased the Social Security benefits for aged widows
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and widowers and provided a minimum retirement benefits and adjustment to the
retirement formula governing early retirement at age 62 for men (in order to make it
consistent to that for women). However,this trend of widening the coverage and benefits
of Social Security began to reverse beginning in 1977 as changes to impede the growth of
benefits were implemented to counter a decrease in fimding. The trustees ofthe board
were already aware ofthe root ofthis shortfall in funding -the Baby Boomers. The 1977
amendments raised the payroll tax ifrom 6.45 percent to the current 7.65 percent,
increased the wage base, and reduced benefits slightly. In the early 1980s, President
Ronald Reagan appointed the Greenspan Commission to study the financing issues of
Social Security and make recommendations. The final bill, which was signed into law in
1983, made numerous changes to the future of Social Security and Medicare. Included in
the changes would be the taxation of Social Security benefits, a delay in the cost-of-living
adjustments by six months,the inclusion offederal employees under the Social Security
benefits and an increase in the retirement age in the next century(from 65 to 67
beginning in 2000). In 1996 the Contract with America Advancement Act was
established. It made a change Social Security Disability Insurance. New applicants for
Social Security or SSI disability would no long be eligible for benefits if alcoholism or
drug use was a major contributor to their disability. Individuals in this category currently
enrolled in the program and receiving benefits would have their benefits terminated on
Jan. 1 1997.These reverse changes in Social Security policy in recent decades are key
indicators of what lies ahead for the program. Ifsustainability is even possible for Social
Security, radical changes are promptly in order(Dewitt).
While Social Security is widely recognized as a program that pays benefits to
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retirees, only about two-thirds of beneficiaries are retired. The other beneficiaries consist
of disabled workers and the family of disabled, deceased and retired workers. Table 4
illustrates the monthly rates paid to the different categories of beneficiaries.
Revenue for Social Security benefits comes from two sources. The larger ofthe
two is payroll taxes. The tax rate for OASDI is 12.4 percent. Employers and employees
contribute equally, while self-employed workers must pay the earnings tax in full. As of
2006, earnings are taxed up to $94,200. The second and smaller source ofrevenue is an
income tax on Social Security benefits, which is paid by the beneficiaries. Not all benefits
are taxed. Since 1983 up to half ofthe benefits were taxable, and since 1993 85 percent
of benefits are taxed. The revenue is split between Social Security and Medicare, with
Social Security receiving the greater portion(Hakkio 9).
Social Security revenues and expenditures are accounted with the Social Security
Trust Fund. Non-marketable government securities are purchased when revenues exceed
expenditures. Then,the Trust Fund is credited with an increase in assets. In addition.
Treasury Department pays interest on these assets, which further increases Trust Fund
assets.
A look at the revenues and expenditures fi-om 2004 illustrates the cash flow of
Social Security and the Trust Fund. First, at the end of2003,the value of assets, or past
surpluses, was $1,530.8 billion. Revenue from payroll taxes and Social Security benefit
taxes in 2004 amounted to $568.7 billion. Interest of$89 billion, which was close to 5.8
percent ofthe 2003 assets, was paid by the Treasury Department on the assets held in the
Trust Fund. Summing the cash inflows shows a total income of$657.7 billion. Cash out
flows in 2004 totaled $501.6 billion. This consisted ofthe payment of$497.1 billion in
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Table 4

Beneficiaries in Current-Payment Status
DECEMBER 31,2006
Number of
beneficiaries

Type of benefit

[In thousands]
TOTAL

Average
monthly
amount

Monthly rate
[In millions]

49,123

$46,938

33,938

33,882

30.971

32,346

$1,044

Spouses

2,476

1.282

518

Children

490

254

518

6,566

5,875

Children

1,899

1.298

684

Widowed
mothers and
fathers with
child
beneficiaries in
their care

171

130

757

4,281

4,312

1,007

214

135

631

8,619

7,181

6,812

6,661

Spouses

156

40

257

Children

1,652

480

290

Retired workers
and their family
members, total
Retired workers

Survivors of
deceased
workers, total

Aged
widow(er)s and
aged parents
Disabled
widow(er)s
Disabled workers
and their family
members, total
Disabled
workers

i 978

Source; “Fact Sheet on the Old Age, survivors, and disability insurance program”. Social
Security Program Fact sheet. Actuarial Publications. Social Security Online.
l'ittp://wwAv.ssa.uov/OACT/FACTS/index.html

14

Social Security benefits and the payment of$4.5 billion in administrative expenses. The
difference in revenues and expenditures, $156.1 billion, is used to purchase
nonmarketable Treasury securities. These securities are then added to the previous years
Trust Fund assets. Thus, the total assets in the Trust Fund at the end of2004 totaled
$1,686.8 billion (Hakkio 11).
The Trust Fund acts as the spending authority for Social Security. As long as the
balance remains positive, the U.S. Treasury has the legal authority to pay Social Security
benefits. The Trust Fund is considered “insolvent” ifthe balance ever reaches zero.
Benefits will continue to be paid as long as they are no larger than the revenues coming
into the Treasury. In the case of insolvency, benefits cannot exceed incoming revenues

(Hakkio 13).
Though Social Security can sustain itselffor the next several years, it is on a path
offunding shortcomings, headed toward extinction. In 2017 projected expenditures are
expected to exceed dedicated revenues. Basically, without some radical changes to help
cover the shortfalls in funding, and with no other changes in government spending or
revenue, the government’s total budget deficit will grow as it shells over benefit
payments to Boomers. Over time as the deficit continues to mount,the government will
continue to pay promised benefits as long as the Trust Fund remains in positive numbers.
When expenditures exceed revenues plus interest on assets, the Treasury will have to
redeem assets from the Trust Fund. To counter tapping into these assets, the government
will have to look elsewhere resources, thereby increasing the debt even more. It is
estimated by the Trustees of Social Security that the Trust Fund’s assets will be depleted
in 2040. Expenditures must be cut to the point that they equal revenues(Hakkio 14).
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As noted previously, ifthe number of people receiving benefits grew at the same
rate as the number of people working, revenues and expenditures would remain equal and
stabilized. But since the Baby Boom generation - about 77 million people - represents
such a large population, the number of people receiving benefits is going to far surpass
the number of people in the labor force. Social Security expenditures as a part of GDP are
expected to jump from 4.3 percent in 2005 to 6.1 percent in 2030 when the last ofthe
Baby Boomers turn 65. Medicare programs, however,face even greater risks offimding
shortfalls as the Boomers enter retirement.
Like Social Security, Medicare’s expenses are projected by the Social Security
and Medicare Board of Trustees to exceed revenues in the coming years. The difference
is that the effect on Medicare will be felt far sooner and greater than it will on Social
Security. The expenditures of Medicare’s Hospital Insurance Trust Fund (HI) was
projected to exceed taxes and other dedicated fund income and revenues in 2006.
Furthermore, the rising number of beneficiaries is not the only factor playing a role in the
potential demise of Medicare. The sharply rising cost of healthcare also threatens the
program’s sustainability(A Summary ofthe 2006 Annual Reports).
Medicare began in 1965 as part ofan amendment to the Social Security Act.
These amendments contained provisions for what are now Medicare Part A - Hospital
Insurance(HI)and Medicare Part B- Supplementary Medical Insurance(SMI). Both
program benefits were originally provided to anyone over 65 who qualified for Social
Security benefits. HI beneficiaries received coverage without the need to pay for
premiums, while SMI beneficiaries were required to pay a monthly fee to partially cover
costs.
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HI helps cover hospitals’ expenses in terms ofinpatient care. Critical access
hospitals, skilled nursing facilities(not long term care facilities), hospice care and some
home healthcare are covered by HI. HI insurance is available to individuals 65 and older,
those under 65 with certain disabilities and anyone with end-stage renal disease, which
requires permanent kidney failure dialysis or a kidney transplant(Hakkio 18-19).
SMI, or Medicare Part B, helps cover doctor’s fees and outpatient care. Services
by physical and occupational therapists and some home health care are also covered
under SMI. All individuals enrolled in the HI program are eligible for SMI.
Most ofthe changes to Medicare during the course ofits existence have been to
extend benefits and coverage for individuals and offer new programs. For example, in
1972 HI benefits were extended to disabled individuals under age 65. In 1980 HI
coverage was extended to anyone eligible for Social Security benefits, ifthat person
applied (Hakkio 18).
One of the most significant changes to Medicare was the enactment ofthe
Medicare Prescription Drug Improvement and Modernization Act of2003. Under this act
older American and Americans with disabilities are given options for prescription drug
benefits. Medicare Part D,as it is called, offers prescription drug coverage imder
Medicare SMI, and it is voluntary. Enrollees pay a monthly premium and annual
deductible for one of numerous drug coverage plans. To understand the implications of
future changes on Medicare, it is helpful to have an understanding ofthe sources of
funding and expenditures for Medicare Hi and Medicare SMI(Hakkio 18).
Medicare HI has two major categories ofexpenditures and three categories of
dedicated sources ofrevenue. Like Social Security, benefit payments and administrative
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expenses are the main expenditures for HI. The benefit payment varies for each
beneficiary because of each one’s individual medical requirements. The primary source
of revenue for HI is payroll taxes on workers and their employers. Unlike Social Security,
there is no cap on how much ofthe earnings will be taxed. Employers and employees
each contribute 1.45 percent ofthe employee’s earnings to the HI payroll tax. Selfemployed individuals are responsible for the full amount of2.9 percent. Premium income
is the second source ofrevenue. Individuals not qualified for premium-free HI coverage
can receive coverage by paying monthly premiums. Premiums were $393 per month in
2006. All HI beneficiaries are also responsible for a deductible on hospital stays. In 2006
the deductible was $956 for stays of 1-60 days. The final source of dedicated revenue for
HI is income from the taxation of OASDI benefits. The amount is split between Social
Security and Medicare HI, with the larger share going to Social Security. Like Social
Security, interest is also earned on the Trust Fund’s assets(Hakkio 20).
Medicare SMI receives its dedicated revenues quite differently fi*om Medicare HI
and Social Security. Premiums, which are set to cover 25 percent of Medicare
expenditures are paid monthly by beneficiaries. The remaining 75 percent is provided by
general revenue transfers by the U.S. Treasury. Unlike HI beneficiaries, all SMI
recipients must pay a monthly premium to receive the added health coverage provided
under the SMI program. The monthly premium was $88.50 in 2006. An annual
deductible must also be paid before Medicare will cover the costs of medical services.
The deductible was $124 in 2006. Beginning in 2006 the premium and deductible
amounts will vary yearly as they are now indexed to an inflation factor, rather than being
set by a statute. For the Medicare Part D program, which is carried under SMI, will have
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to pay a monthly premium and a yearly deductible. A part ofthe cost ofthe prescription
drugs must also be paid recipients(Hakkio 20-21).
Medicare HI and SMI operate under different financing arrangements. The
manner in which HI operates is similar to that of Social Security. When revenues exceed
expenditures, the government credits the trust fund with an increase in assets equal to the
excess of revenues over expenditures. Interest is also paid on the Trust Fund’s assets,
further increasing the fund. A review ofthe cash inflows and outflows of2004 for HI
illustrates its financing operations. In 2004 HI expenditures totaled $170.6 billion, and HI
revenues from payroll and benefit taxes, premiums,transfers and interest income totaled
$183.9 billion. Assets in the Trust Fund increased by $13.3 billion. The excess of
dedicated revenues acted as a source ofsupplementary income for the government. This
same type of excess of revenues over expenditures in the case of Social Security has the
same effect on the overall federal government budget(Hakkio 21).
A review ofthe cash inflows and outflows of2004 for SMI reveals its manner of
financing operations. In 2004 SMI expenditures totaled $138.3 billion. Revenues of$31.4
billion from beneficiary premiums and $100.4 billion from the federal government led to
$131.8 billion in total revenues. The Trust Fund redeemed $4.5 billion of assets since
expenditures exceeded revenues. Because the federal government is responsible for 75
percent ofthe SMI expenditures, SMI can be considered a direct drain on the federal
budget(Hakkio 21).
The outlook for Medicare HI is one ofimpending failure. Funding at the current
rate will soon be insufficient to meet the demands ofthe growing population of older
Americans. This change to demographics is the same force acting upon Social Security.
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However, a second force threatening to the viability of Medicare HI is the rapidly rising
cost of health care. Unlike Social Security, the cost of Medicare benefits depends on the
current cost of health care, not past earnings. Health care costs are rising much more
quickly than growth in the economy. Over the past century, these costs have risen at a
rate oftwo percentage points over the growth of GDP. HI expenditures are expected to
jump from 1.5 percent of GDP currently to 5.5 percent by 2080. furthermore, as
expenditures rise, revenues are expected to remain stable as long as the payroll tax rate of
2.9 percent remains unchanged. Currently and lasting until 2009, interest income will be
needed to cover benefits payable to beneficiaries. Beginning in 2010,the Trust Fund
assets will be redeemed until depleted. The estimated date at which these Trust Fund
assets will run out is 2018. Once all assets are depleted, expenditures will need to

come

down until they are matched with revenues, as is the case with Social Security. Since all
three sources ofrevenue for Medicare HI originate are raised from the public, the federal
government would need to finance the interest payments and asset redemptions with
some combination of higher taxes, lower spending on other government programs or
greater federal borrowing(A Summaiy ofthe 2006 Annual Reports).
The outlook for Medicare SMI,like that for Medicare HI,is grim. As SMI
expenditures increase with the larger number ofretired individuals demanding more
health care combined with the rising costs of health care, the SMI program in its current
state seems unsustainable. SMI expenditures are expected to rise from 1.2 percent of
GDP in 2005 to 8.3 percent in 2080(Hakkio 24).
While most attention is directed to the problems ofthe Medicare and Social
Security Trust Funds being depleted - this being a specific date when projected finances
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under current law would be insufficient to pay the total ofscheduled benefits - a far more
critical concern is the direct impact these programs will have on Federal general fimd
revenues well before the associated Trust Funds are depleted. For many years net
proceeds from annual operations ofthese funds have offered the Treasury the opportumty
to provide bonds to the fimds in years ofcash flow surpluses. In a relatively short period,
2017 for OASDI and 2010 for HI, the government will need to apply fund assets to
operations in order to maintain these programs. At this point the Treasury will be in the
position of overseeing redemption of previous bond purchases, and moreover, this source
of financial borrowing will be eliminated. After the exhaustion date - 2040 for
OASDI and 2018 for HI - these funds will have quickly growing shortfalls.
"In 2006,the Social Security tax income surplus is estimated to be more than
offset by the shortfall in tax and premium income for Medicare, resulting in a small
overall cash shortfall that must be covered by transfers from general fund revenues. The
combined shortfall is projected to grow each year, such that by 2017 net revenue flows
from the general fimd to the trust fimds will total $487 billion, or 2.2 percent of GDP.
Because neither the interest paid on the Treasury bonds held in the HI and OASDI Trust
Funds, nor their redemption, provides any net new income to the Treasury, the full
amount ofthe required Treasury payments to the trust funds must be financed by some
combination ofincreased taxation, increased Federal borrowing fi*om and debt held by
the public, and a reduction in other government expenditures. Thus, these payments along
with the 75 percent general fimd revenue contributions to SMI, will add greatly to
pressures on Federal general fimd revenues much sooner than is generally appreciated”
(A Summary ofthe 2006 Annual Reports).
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Both Social Security and Medicare are projected to be in poor fiscal shape.
though Social Security poses a far more manageable problem in analytic and dollar terms
than does Medicare. The fiscal problems of both programs are driven by inexorable
demographics and, in the case of Medicare,inexorable health care cost inflation, and are
not likely to be ameliorated by economic growth or mere tinkering with program
financing”(A Summary ofthe 2006 Annual Reports).
The combined challenge posed by Social Security and Medicare arises from the
fact that program spending is rising faster than GDP. Furthermore, since most ofthe
funding for the programs comes from payroll taxes, at the current payroll tax rate, the
number oftax payers is too small to support the larger number of benefit recipients.
Between the years 2010 and 2030 as the baby boom generation reaches the peak of
retirement, a reduction in funds' contributions through payroll taxes and premium income
will escalate.
Today there are about three workers for every person receiving a Social Security
check, providing a relatively solid pyramid ofsupport under each retiree. However,
starting in about 2010, when the first ofthe baby boomers retire, that picture will begin to
reverse. The number ofretirees receiving checks is projected to increase more rapidly
than the number of baby-bust workers paying taxes. As a result, the much smaller babybust generation faces the prospect of heavy new payroll taxes to pay for the many retiring
boomers. The ratio of workers per retiree will fall from 3-to-l to 2- to-1 during the
boomers'retirement and continue to fall through the next century as birth rates decline,
government actuaries predict. The shortfall will continue to increase rapidly beyond this
period because ofincreasing life expectancy and health care costs rising faster than GDP.
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Over the last four decades,federal revenues, as a share of GDP,have never exceeded 21
percent and have averaged 18 percent. The need to fund a wide range of other
government functions can be assumed. With the anticipated growth in Social Security
and Medicare expense, the required federal revenue share, or taxes of GDP,must increase
to totally unprecedented levels. The total federal spending on the two programs is
projected to rise from 6 percent of GDP in 2005 to 20 percent in 2080(Hakkio 26).
Changes are vital for the continuance ofthese programs. With no reforms and
amendments. Social Security and Medicare will eventually phase out all together. Social
Security and Medicare, if the overall federal revenue remains at its 50-year average of 18
percent of GDP,and if Social Security and Medicare have first claim to those revenues,
then these two programs alone would eventually absorb more than the total government
revenue. Currently these two programs claim about one-third ofthe total. If current
policies are left unchanged,these two programs will claim two-thirds oftotal government
revenue in 2030, when the last Baby Boomers retire. These programs will absorb
everything — all 18 percent of GDP — by 2074(Hakkio 26-27).
To pay for Medicare and Social Security, the government must either raise
revenue from other sources, cut spending on other programs, or increase federal
borrowing by running a larger budget deficit. Postponing action for this financing
problem would be a mistake. Clearly the more time that elapses, the larger that the
problem grows and the more difficult any corrective actions will be to implement. Also,
in the wake oftax raises or benefit cuts, Americans need time to adjust their saving,
spending and working plans. In particular, financial plans for retirement would need to be
reevaluated to meet personal retirement goals(Hakkio 28-29).
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Politicians are mindful ofthe implications that this shortage offunding for Social
Security and Medicare will have on the American and world economy and are voicing
their concerns to federal commissions and to the public. Federal Reserve Chairman Ben
Bemanke spoke to the Senate Budget Committee on Jan. 18,2007, warning ofthe
massive crisis that the United States’ economy faces. His comments referred to a
potential threat to all of Americans’ living standards caused by the critical financial shape
of Social Security and Medicare. "Ifearly and meaningful action is not taken, the U.S.
economy could be seriously weakened, vdth future generations bearing much ofthe
cost," Bemanke said to the committee. Federal spending for Social Security, Medicare
and Medicaid was around 8.5% ofthe economy last year. It is projected by the
Congressional Budget Office that these figures will rise to 10.5 percent and 15 percent by
2015 and 2030 respectively Bemanke said. The federal chairman also pointed to gaining
control over the Medicare program as the greatest challenge."A vicious cycle may
develop in which large deficits lead to rapid growth in debt and interest payments" that
could spark a "fiscal crisis, which could be addressed only by very sharp spending cuts or
tax increases, or both," Bemanke said. The ratio of debt to annual economic output could
climb to levels not seen since World War II. Bemanke said economic growth will not
solve this problem alone, nor vvill higher immigration. The trend ofan aging population
has major implications on such areas as Social Security and related federal programs, and
also on the broader economy. Bemanke said that our decisions today will have long range
impacts even affecting the lives and living standards ofour children and grandchildren.
He predicts that if Congress were to use taxes alone to repair these shortages, the tax rate
would have to rise by 25 percent by 2030 with more increases needed down the line.

24

Funding these programs by federal spending cuts alone would call for $700 billion in
reductions in funding by 2030, he said. Another less considered option includes
advanced levels of immigration. To displace the effects ofour aging population,
immigration would need to rise to 3.5 million people annually, Bemanke said

(Kirchhoff).
Several years prior, on March 15, 2005, Federal Reserve Chairman Alan
Greenspan called the impending crisis concerning Social Security to the attention of
Congress. Greenspan appealed to the Senate Special Committee on Aging that timely
actions to secure the financial footing ofthe program were necessary to keep it afloat m
the coming decades. The federal reserve chairman endorsed President George W. Bush’s
push toward creating more private investment accounts. He said that because ‘‘benefit
cuts would almost surely be at least part ofthe solution” that Congress should let future
retirees know soon that all ofthe currently promised benefits will not be forthcoming
when they retire. Greenspan cited projections illustrating the future under the current
funding situation ofthe program, saying “These projections make clear that the federal
budget is on an unsustainable path...”(Aversa).
President George W.Bush’s idea amongst these financial instabilities is to
encourage more personal savings accounts. Bush began pushing for Social Security
reform in 2005, but had declared his commitment to keeping the program strong since
day one. ’’Social Security has been called the third rail of American politics, the one
you’re not supposed to touch because it might shock you. But if you don’t touch it, you
cannot fix it. And I intend to fix it,” Bush told supporters when he accepted the
Republican presidential nomination on Aug. 3,2000.“For younger workers, we will give
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you the option — your choice — to put a part of your payroll taxes into sound,responsible
investments. This will mean a higher return on your money,and, over 30 or 40 years, a
nest egg to help your retirement, or pass along to your children. When this money is in
your name, in your account, it’s notjust a program, it’s your property. Now is the time to
give American workers security and independence that no politician can ever take away,"
Bush announced during his speech in 2000. But continuing this push toward dependence
on more personal savings accounts and limiting the benefits promised by the government
to workers may lose steam as the 2008 elections approach in which Democrats may
regain power, thus shifting the ideas pursued for fixing Social Security(2000 Republican
nomination acceptance speech).
A leading Democratic answer to the problem of Social Security under fimding is
to raise the cap currently in place on the amount ofearnings that can be taxed. Social
Security payroll taxes apply to the first $97,500, as of2007. Prior to this year, the amount
was $94,200. Any wages above that figure go untaxed. Democrats want the policy to
change, so that a larger share ofthe wages, or maybe even all wages, are taxed for Social
Security. But even this measure, if applied, would still fall short of meeting the shortage
offunds, making up only a quarter ofthe program’s long-term funding gap(Ponnuru 1718).
In conclusion, the federal government’s current problem is how to insure the
viability of Medicare and Social Security. If much more time lapses without any
corrective measures to set spending and revenues back on a path toward equilibrium,
salvaging these programs will be impossible. Either revenue must be increased, spending
must be decreased, borrowing must be increased or some combination ofthese must be
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enacted for the sake ofthe sustainability ofthese programs. These fundamental changes
in the financing of Social Security and Medicare will likewise bring flmdamental changes
to the programs themselves.
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CHAPTER 2
Overlooking Long Term Care Insurance

Long term care insurance aims to cover all or some ofthe medical, social and
personal services provided by long-term care. Since more than half(60 percent) of all
Americans will require long term care in their lifetimes, the need for this type ofcoverage
seems like a sure bet and an obvious need. These services may include care in a nursing
home or nursing care in one’s own home and help with the activities ofdaily living, such
as dressing, eating and bathing. These services may also include adult day care, hospice
care and respite care. But despite the high need for this care and its insurance, demand for
the coverage remains low as many consumers continue to overlook this safety net during
the retirement planning process {Long-Term Care Insurance, Baby Boom or Bust? 13).
Long term care insurance is probably the most overlooked part ofa complete
financial plan, many financial advisors say. Most people are unaware ofthe effects that
long term care costs can have on their finances, and that is where the risk associated with
poor planning enters in. “I don’t care if you’ve got two million dollars. It can still deplete
your estate in a hurry,” said Jimmy Langley, financial advisor with the Oxford, Miss.
Branch of Edward Jones. Most people only concentrate on increasing their savings
though annuities, IRAs, pensions and numerous other investments. What they neglect to
prepare for is protecting those assets. As many financial advisors warn,the costs oflong
term care can exhaust one’s life savings in a hurry (Langley).
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Gerontologists and financial advisors recognize LTC coverage as a necessary
component of retirement planning, but unfortunately, most Americans do not. The
problem for most individuals lies in the cost. Many people just can not afford the policy.
And like insurance, the cost of LTC insurance coverage rises steadily with age.
Long term care is expensive, and long term care insurance can be as well.
According to some estimates, LTC policies cost Americans at age 50 $888 per year on
average, $1,850 per year at age 65 and $5,880 per year at age 75. According to Genworth
Financial’s 2006 Cost of Care Survey,the average daily nursing home private care rate in
Mississippi was $151. The average national daily cost of private nursing home care was
$194.28. Some individuals believe Medicare will cover their LTC costs, but this is a
misunderstanding, say financial consultants. Medicare does not pay for most LTC
services. In fact. Medicare only pays for LTC if one requires skilled services or
recuperative care for a veiy short period oftime. Even skilled nursing facility care is
covered by Medicare only on a very limited basis.(Long Term Care Insurance: What
You Should Know)
Long term care is largely funded by personal assets. In 1998, Medicaid was the
largest payer(47 percent)oftotal nursing home care. However, most families must
basically exhaust their assets before becoming eligible for Medicaid; certain financial and
functional criteria must first be met. Long term care insurance is an alternative, but for
middle-income families in the phase of retirement, premiums can be a heavy financial
burden for benefits that may never be realized. Also, a LTC policy does not guarantee
coverage unless one satisfies certain requirements. For example,some policies require
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that one be unable to perform a given number ofdaily living activities.(Gold,
Vanderlinden and Herald 54).
The first step in shaping a LTC policy is choosing the daily benefit, which is
determined by the cost of care needed in the client’s location. Knowing the average cost
of care in the place in which one plans to retire and comparing this with how much the
consumer is willing to pay for coverage is policy design decision number one(Opiela
25).
Clients then need to decide on inflation protection. The cost ofhealth care will
continue to increase with, and perhaps beyond,the rate ofinflation. Two types of
inflation protection exist: automatic and annual renewal. Automatic renewal increases the
daily benefit annually, with no medical questions asked. It comes in simple or compound
varieties, with the compound benefit adding a greater expense to the policy, but

more

protection against soaring inflation rates. For example, with 5 percent compound mflation
protection, the client’s current daily benefit increases by 5 percent each year. In contrast,
with simple inflation protection, the client’s original daily benefit increases by 5 percent
each year. An annual renewal option allows clients to purchase additional coverage in the
future (Opiela 25).
A third aspect to consider is the elimination period. This is the waiting period that
must pass before the insurance begins paying. During the waiting period, any LTC
coverage needed must be paid out ofthe insured’s personal assets. Obviously a shorter
elimination period equals higher insurance premiums. Elimination periods may range
from 0-180 days. A 90- or 100-day elimination period is the most popular choice. Clients
need to be sure they can cover expenses encountered during that wait period (Opiela 26).

30

Finally, clients must consider the length oftheir benefit period. This is the length
of time in which the policy will pay benefits. A three-year benefit period is a popular
choice among many clients. This decision is largely based on the statistic that the average
nursing home stay is fewer than three years. But advisors warn that this average may be
greatly lowered by those requiring short-term nursing home rehabilitation stays after a
hospital visit. Furthermore, many people are not accounting for the care received in the
home or in an assisted living facility before entering the nursing home. Advisors say the
longer the benefit plan, the better. Many urge consumers to choose life-time benefits
(Opiela 28).
Purchasing a LTC policy and tailoring the coverage benefits to meet one’s needs
are budget-driven decisions. A client’s financial ability is the bottom line ofany
insurance policies. It is a balancing act between the coverage the customer needs and the
cost he can afford and is willing to pay. The key to deciding how much LTC coverage an
individual needs depends on the client’s age, health, income,family history and other
assets. While some consultants like Langley, an advisor with Edward Jones, encourage
everyone to pursue long term care coverage, other planners see it as more ofa necessity
for some rather than for all. Some financial advisors recommend skipping the long term
care insurance route altogether if one will have less than $200,000 or more than $2
million in disposable assets at the time ofretirement. For those in the middle,the decision
to obtain a policy is a trade off between sure costs and potential benefits. Many
consultants suggest spending no more than 7 to 9 percent of your after-tax income on the
insurance premiums(Hube 41).
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Currently, many individuals are learning the hard way ofthe effects ofpoor
planning for these trying days of medical and basic living needs. The choices ofliving at
home, in a skilled nursing facility, or the more common nursing home are limited and
may not be available at all to many citizens. It generally boils down to economic ability
more than any other consideration. Those with the appropriate insurance or financial
resources have more choices. Examples of limited options include such considerations

as

availability of an opening or even a waiting list for such services, location ofthe
appropriate match for services needed, lack of understanding on the part ofconsumers of
services or their families of the rather complex determinates of various types of
assistance available and their associated costs, the local interpretation ofrules and
regulations governing such decisions by the very providers ofsuch services and the
miscalculation ofthe presumed coverage of many of America’s broad transfer payment
programs and coverages(Morreim).
In the past the number of beds available in nursing homes and other care facilities
has been a fixture in the admittance decision making for hospitals, home health agencies,
medical doctors and the direct consumer ofsuch support. Schedules of“covered hospital
stays and their length have operated under various formulas for many years. However,
these decisions are no longer made by medical personnel alone. It proceeds that the
medical need is not the deciding factor either as more and more economic, geographic
and bureaucratic issues are factored into the equations used to see who will be admitted
and when. Many efforts have been made by government at every level to improve and/or
insure a level of care for all patients. As all parties - insurance companies, physicians,
hospitals and government agencies-strive to meet a variety ofself-serving financial
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gains, financial caps have simultaneously been placed on these care facilities by
government and insurance carriers. It follows that these financial caps lead to more
bureaucracy, non-medical decision making and ever slower and complicated decision
making. Thus, the consumer may be qualified economically and medically, yet is left
without service due to completely unrelated issues(Morreim).
The physical location of the services -the bricks and mortar ofthe provider - has
been a repeat view of the demographics ofour American landscape. In many rural areas,
the very existence of a facility may be many mile away. Add that consideration to the
availability question just addressed and a consumer, patient, client, and /or family
member may be left with only self help. The cost of building, establishing and developing
the qualified staff needed for such facilities will only continue to escalate the failure of
these same facilities to be viable in the future. In the other extreme,the existence of
facilities in the inner city and/or less well-maintained communities offers the same future
of other enterprises which is generally relocation or simply closing. The physical visit to
such areas speaks for the reality ofthese conditions. Yet, here too may lie the greatest
need (Murray).
Across all social, economic, racial and geographical areas, the knowledge of
decision making considerations is growing more remarkably complex. The various levels
of service call for different studies ofregulations. All this is based on the assumption of
support from at least one or two caring physicians and their willingness to document need
for care. Patients and their families usually begin the search for long term care only very
shortly before such care is critically needed. Often such attention will begin with an
emergency presentation at an area hospital. Such in-house hospital service will be limited
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to a set number of days. Coincidentally, this in-house stay is usually at the maximum
number of allowed days in most cases. After this, the next step may be a shuffling ofthe
patient against a number of permissible choices, which may or may not be the most
desirable of the patient, patient’s family, physician or even the insurance provider. Such
situations represent a grinding procedure for many individuals that might only end ifthey
are able to “know someone” or get lucky by someone else’s loss. The rules and
regulations have grown to entangle all parties involved to the point that the time, money
and democratic or imperative medical need just becomes a trade offoflesser evils. For
most participants, or patients, the “medical system” is an oxymoron! Today this long
term care system has evolved into what is a non-synergistic group ofservices that
seemingly grow more disorganized as regular efforts are made to regulate, budget and
reign in costs and guarantee a higher level of quality care. These are, sadly,
circumstances to be endured if not dealt with, and these exist before one encounters the
dangerous and flagrant violator of the regulations intended to protect the end user and
taxpayer(died).
It is then that our medical and support services are perhaps the best in the world
provided one has the resources, medical insurances and coverage and even the correct
personal contacts to ensure what is needed is in fact received. Perhaps the most fortunate
individuals will be those blessed with a loving family, willing to stay close physically and
emotionally — one which will provide support in every event and stage of life in every
way possible(died).
Many individuals on the brink ofretirement see LTC insurance as an additional
and unnecessary expense. The high costs are certain where the benefits may never be
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realized. But statistics indicate that a majority of Americans will require long term care at
some point in their lives. Long term care may be the most expensive type ofcare a person
ever requires. The benefits of owning coverage can only outweigh the risks involved.
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CHAPTER 3
Special Needs Care — It’s about More Than Just Finances

Special needs care is a commonly encountered source offinancial, social and
emotional strain on individuals faced with caring for a loved one. As a growing number
of older people with disabilities are receiving informal care in a home setting from a
relative rather than in a facility, caregivers are juggling multiple roles at home and at the
workplace. Additionally, caregivers at or approaching retirement age are experiencing
their own health problems, other stresses and financial needs too. Caregiving, without the
aid of long term care insurance, is more than a labor oflove. It often is a full timejob.
The American Society on Aging found that nearly one out ofevery four U.S.
households — or 22 percent of households — provide care to a relative or fiiend age 50 or
older (“Financial Steps for Caregivers: What You Need to Know About Money and
Retirement”). An estimated 44.4 million Americans provide care to adult family
members and friends who, because ofa debilitating illness, are unable to meet some
activities of daily living, such as feeding, bathing and walking.(2006 Policy Statement).
Some caregivers are even caring for disabled children or grandchildren. In many cases
these caregivers are 50 or older themselves and face upcoming retirement decisions. At a
time when finances are already stretched thin for many middle-income families, these
families are finding themselves stuck with financial and social stress.
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The financial costs of caregiving are great. Caregivers may lose income by
working less or choosing not to work,they may lose 401 (k) matching opportunities and
they are faced with the high costs of providing care, which often becomes long term.
(“Financial Steps for Caregivers: What You Need to Know About Money and
Retirement”). Retirement savings and employment are hugely impacted when an
individual must chooses to care for a friend or relative - 31 percent ofcaregivers report a
decrease in family savings due to caregiving responsibilities and 67 percent ofcaregivers
report conflicts with their employment, resulting in reduced work hours or unpaid leave
(2006 Policy Statement).
Studies have found that the burdens associated with caregiving encompass more
than just finances. Caregivers face a range of health risks and serious illnesses
themselves. Studies have also found that elderly spousal caregivers experiencing mental
or emotional stress have a 63 percent higher risk ofdying than non-caregivers(2006
Policy Statement).
Government aid for the rising number of disabled in the Baby Boom generation is
available, but as with long term care assistance, a high financial need must be present. As
people live longer, the risk for disability increases, and dependence on social programs
increases as well.
The two major federal programs that provide monthly income are Social Security
Disability Insurance, or SSDI,and Supplemental Security Income, or SSI. Medicare and
Medicaid are health benefit programs. Table 5 provides more detail on these four federal
programs of financial assistance for caregivers. SSI and Medicaid are need-based
programs, designed for those with little or no assets or income. SSDI and Medicare are
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Table 5

Overview of Federal Programs
Entitlements

Program Type

Benefits

Social Security
Disability
Supplemental
Insurance
Security
Medicaid
(SSDI)
Income(SSI)
Income only for Inpatient/outpat Income for any
food and shelter lent hospital,
purpose
nursing home
facility,
intermediate
care facilities
for the mentally
retarded, home
and
communitybased care for
chronic
impairments,
home health,
physicians and
other medical
services,
supplies and
equipment,
transportation,
prescription
drugs. This is a
needs-based
program
available at no
cost to eligible
participants.
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Medicare
Part A:
Inpatient
hospital, skilled
nursing facility,
certain home
health services
and hospice
care.
PartB: Doctor,
outpatient
hospital, and
other health
services,
medical
equipment and
supplies. 2005
monthly
premium of
$78.20.
PartD:
Prescription
drug benefits
beginning in
2006 with a
monthly
premium of
about $37 plus
deductibles.

Table 5 Continued
Entitlements

Eligibility
(assuming a
disability
determination
has been
made)

Monthly
Benefit

Waiting
Period from
time of
application

Supplemental
Security
Income(SSI)
Be an
individual with
resources less
than $2,000(or
$3,000 for a
couple)* and
not performing
SGA.**
Income levels
vary by state.*
$579/month +
state
supplements, if
any (basic
benefit
increased to
$603 in 2006)*
None
Apply ASAP!

Benefits

Medicaid
Countable
resource
thresholds vary
by state
(usually
$1,500$2,250*).
Income levels
vary by state.
N/A

Coverage
begins when
SSI begins if
your state has
no separate
application.
Retroactive
benefits may be
paid in some
states.

Social Security
Disability
Insurance
(SSDI)
Worker has made
ample and recent
tax payments into
Social Security,
or is the worker’s
widow,surviving
divorced spouse,
or disabled child,
and is not
performing
SGA.**
Based on
worker’s average
lifetime Social
Security-covered
earnings, reduced
by certain other
benefits.
5 full calendar
months(except
for children filing
on their parents’
earnings record)
after disability
begins.
Apply ASAP!

Medicare
Eligible for
SSDI
benefits

N/A

24 months
(except
chronic
kidney
disease and
ALS)

*Author’s note.
Substantially Gainful Activity—^that is, income-earning work.
Source: Stone, Constance A.“In the Blink ofan Eye: Special Needs Planning”. Journal
of Financial Planning. 19(2006): 64-74.
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instrumental for retirees caring for a disabled child. The child is eligible if his or her
disability occurred before age 22 and one of his or her parents is deceased, retired or
disabled, and insured under social security(Stone 66).
It is necessary that caregivers seek respite from the daily tolls ofcaregiving. Help
beyond that provided in the form of government assistance is vital to the health ofthose
in caregiving positions. In 1997 the United Nations Development for Social Policy and
Development - Program on Aging organized a meeting with the International Institute on
Aging to provide suggestions for gender-sensitive policies in caregiving. Aimed at
establishing successful aid for caregivers that are anti-discriminatory to women,since
women are the primary caretakers, the meeting noted that “the level and quality of
community-based services are particularly important in supporting caregivers and
recipients.” The group reached conclusions for support groups which remain relevant to
both genders. The group suggested that support systems which assist families in caring
for an older person be accessible to caregivers. This may take the form oflocal,
intergenerational support systems which include housekeeping help, respite care, selfhelp groups, caregiving instruction and specialized counseling (“Caregiving and Older
Persons - Gender Dimensions”).
But informal support group centers are necessary for caregivers too, like those
organized by Jo Ann O’Quinn of Oxford, Miss. Her groups Caring for Aging Relatives
Effectively, or C.A.R.E., and Alzheimer’s and Related Disorders Caregiver Support
Group provide participants with a chance to share and receive information and find
support and counseling in others’ similar experiences.
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One group that relies heavily on care from families is Alzheimer’s patients.
Seventy percent of people with Alzheimer’s Disease live at home where families provide
at least 75 percent of their care(2006 Policy Statement). Finding support is crucial for the
mental and emotional well-being of caregivers. The following story appeared in The
Oxford Eagle on Nov. 28,2006 which demonstrates the need and benefits ofhaving an
outlet of support for caregivers.

Group helps those who help others
By: Allison Buckley
Will St. Amand’s wife, Georgia Ann,taught him many lessons in
patience before she died of Alzheimer’s Disease in August 2006 at the age
of78.
St. Amand,a 79-year-old retired University of Mississippi biology
professor, was no stranger to the disease, though; he and his wife had
witnessed the disease’s crippling effect on the mind of Georgia Ann’s
mother years before Georgia Ann ever fell victim to the disease.
St. Amand’s mother-in-law’s diagnosis prompted the couple to
join a newly established Alzheimer’s and Related Disorders Caregiver
Support Group in Oxford,and he has been a regular attendee since the first
meeting in 1985.
Today he offers his support, namely in the form ofunderstanding
and compassion, to others in the group currently dealing with the disease’s
effects on loved ones.
“We can share our problems. We can cry together. We become like
a family because we share our trials and tribulations, as well as our
achievements and successes,” St. Amand said.
Sharing experiences
St. Amand also shares with the group what he has learned from his
personal experience with the disease.
One ofthe toughest lessons came early in the disease’s
progression. As Georgia Ann was gradually losing her memory, which is
an early symptom of dementia, she would ask her husband the same
questions over and over again. St. Amand soon realized that he needed to
elicit the same calm and positive response to her tenth time asking as he
did to her first.
“You have to remember that patience is a big part of dealing with
Alzheimer’s,” he said.
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This support and sense of connectedness was part ofUniversity of
Mississippi Social Work Professor Jo Ann O’Quin’s vision when she
founded the group 21 years ago.
Sculptor Roy Tamboli,55, of Memphis,turned to the group about
eight years ago, along with his mother, when his father was diagnosed
with the disease.
It was the support like that of St. Amand’s that Tamboli was
searching for when he joined the group. And even though his dad died
more than a year ago, Tamboli and his mother still attend regularly.
“It’s an extension ofour family now,” Tamboli said.“We like to
feel like we could be there for somebody who is just coming in with the
disease and might benefit from our experience because if nobody is there,
nobody gets help.”
Tamboli and his family learned a lot fi’om the group,including
information about medications, treatments, therapy, financial
arrangements, safety concerns, legal matters, long-term care and how to
prepare for upcoming situations, like wandering at night, he said.
“Really no one knew what to do until we started going to the group
and getting help from people who had been through this stuff before,”
Tamboli said. “That’s when it became manageable.”
O’Quin, who also serves on the board ofdirectors for the
Mississippi chapter ofthe Alzheimer’s Association, said research shows
that caregivers typically face a lack ofsocial support, especially when
dealing with a disorder that is often stigmatized or misunderstood by the
public, such as Alzheimer’s.
“This group gives caregivers some mutual emotional support that
they may not find through other sources, and it can help relieve some of
the psychological burden associated with the stress ofcaregiving on a
daily basis,” O’Quin said.
C.A.R.E formed
But Alzheimer’s is not the only disorder with unique needs. Many
others require similar constant and intensive care, and O’Quin recognized
the need for a second support group offering a similar forai ofoutreach for
individuals caring for relatives with any type ofdisease or disability. In
1996 she formed Caring for Aging Relatives Effectively or C.A.R.E.,
which includes all caregivers.
Participants in the C.A.R.E. group may be caring for relatives who
are physically disabled, have some type of cognitive impairment, or are
just dealing with the physical demands ofaging.
“Many ofthe caregivers are spouses or older individuals
themselves who may be dealing with their own physical, financial or
retirement issues,” O’Quin said. “The hopes and dreams ofliving happily
into retirement are often destroyed.”
Therefore, it is essential that these individuals have a community
offnends with common experiences where they can express support for
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one another and shed tears together and still leave each meeting feeling
stronger and uplifted, O’Quin said.
November is National Caregivers Month and National Alzheimer's
Awareness Month, so this is an opportune time for anyone to share their
experiences or just learn more about caregiving, O’Quin said.
To continue to recognize the efforts ofcaregivers, O’Quin, Azalea
Gardens Retirement Community and North Mississippi Hospice ofOxford
have cosponsored a caregiver appreciation luncheon to be held
Wednesday, November 29 at noon at Azalea Gardens. All caregivers from
the community,former and current, are invited to attend for a
complimentary lunch.
The Alzheimer’s and Related Disorders Caregiver Support Group
meets the first Monday ofthe month at 7 p.m. at Azalea Gardens. The
C.A.R.E. support group meets the last Wednesday ofthe month at noon at
Azalea Gardens with a light lunch provided.
The meetings are open to anyone interested in learning more about
caregiving and expanding the resources and support available to
caregivers in the community.
For more information contact Jo Ann O’Quin at(662)915-7199 or
joquin@olemiss.edu
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CHAPTER 4
Shifting pensions

Employer-sponsored pension plans are undergoing dramatic changes. What
companies once offered as defined benefit plans are giving way to defined contribution
plans. In years past pensions and savings were viewed as two separate income sources.
Today, they must be viewed together as two funds comprising people’s savings. This is
the portion of a financial package that individuals are personally responsible for building.
In 2003,41 percent of workers with pension coverage had defined benefit pensions. In
1980, 83 percent of workers with pensions had the defined benefit type, according to data
released by the Boston College Center. This shifts the responsibility for the employee’s
retirement savings from the company to the individual. The problem is that for many
people the discipline ofsaving money is a hard lesson to learn. Ty Bauer, investment
advising partner with Carlton and Associates Inc., in Oxford, Miss, said that the Baby
Boomers in particular are a consumer group. “They are fast cars and speed boats kinds of
guys, and many ofthem haven’t thought too seriously about retirement plans,” Bauer said
(Gross 10).
Defined contribution plans are voluntaiy plans, such as a 401 (k)or 403(b),in
which the employee decides to defer some amount of his or her salary into the plan and
assumes the investment risk. Employers do not have to contribute to the plan, but they do
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administer it. The employer chooses the investment products, such as stocks, bonds or
other securities, and the worker decides how their funds are allocated among them. The
plans accumulated value at the time ofretirement or termination represents the total value
of all contributions made and investment income earned or lost. The worker is not
guaranteed that his investment will be protected against loss, nor is there a guaranteed
amount paid upon retirement under a defined contribution plan. The benefit pensions the
worker receives will depend upon his or her willingness and ability to set aside funds, as
well as his or her ability to pick investments (Ghilarducci 13).
On the other hand, a defined benefit plan is contributed to by the employer,
employee or both. Defined-benefit pensions became commonplace during the first
seven decades of this century. The employer determines the investments and bears the
investment risk and return, and must pay the stated benefit. Upon retirement the
employee receives a specific amount of benefit payments based on salary history and
years of service to the company. Benefits are generally paid out in the form ofa life
annuity. Gains or losses on the employer’s investment do not affect the amount received
by the employee. Furthermore, most defined benefit plans are guaranteed with insurance
under a program administered by the Pension Benefit Guaranty Corporation(PBGC),
which was established as part ofthe Employee Retirement Income Security Act(ERISA)
of 1974(Ghilarducci 13).
Several explanations for this shift in responsibility in retirement savings exist.
Since the late 1970s, U.S. manufacturers have felt pressure from foreign competition to
cut costs. This is often achieved by stripping away at employee wages and benefits. The
defined benefit pension has been assaulted in this manner. As more ofthe financial
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burden is being shifted to the employee,fewer retirees are going to be prepared for
retirement because they are not responding to this shift in responsibility by saving more
money. They simply are not closing in on the savings gap left in the midst ofthis shift
Some explanations regard the shift as an inevitable move toward evolutionary
development in a global economy. Others regard it as the result oftightening pressures on
policies defining the defined benefit plans, thus inhibiting their growth. Under this view,
many companies are opting for the defined contribution plans as a means to take
advantage of accounting standards and the economy in order to reduce pension costs.
Furthermore, because many workers forego participation in a defined benefit contribution
plan such as a 401 (k), a company’s costs are reduced (Ghilarducci 19).
Most workers who have 401 (k)plans have not saved nearly enough for
retirement, nor do they have the ability to do so,they say. Financial planners recommend
saving 12 percent of one’s salary in a retirement account; $5,400 is required per year for
workers earning the median salary of$45,000. The share of workers in 401 (k)plans who
say they cannot afford to save has risen from 15 percent in 1988 to 19 percent in 2003
(Ghilarducci 20).
Ty Bauer, investment advising partner with Carlton and Associates Inc., in
Oxford, Miss, contributes this lack of savings to a desire for increased consumption by
this working group. “I really think a big part ofit [lack ofsaving] is the difference in
corporate America; it used to go a long way to take really good care ofthose people,”
Bauer said in an interview. “To make sure they had an adequate pension. And that’sjust
not out there as much anymore. Corporate America has kind of paid the guys a little more
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and said, ‘the government allows you to do an IRA or your own planning. People think of
that as ‘I've got an extra $10,000.1 can afford that new speed boat!’”(Bauer).
The implications for those still working are obvious. With companies like Sprint,
Lexmark, IBM, Sears and Circuit City freezing defined benefit pension packages,
Americans need to reevaluate their retirement plans. Unfortunately for many people,
especially those working at low-wage jobs and strapped to pay mounting costs such as
health care, saving is easier said than done. According iozn-AARP Bulletin poll, in which
1,096 workers 686 retirees responded, Americans are not responding well to shift of
responsibility for funding retirement from the federal government and businesses to the
shoulders of the workers themselves. The poll indicated that 31 percent of workers age 40
or older have not yet saved any money for their retirement(Magnusson 23).
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CHAPTER 5
Procedures

Three newspaper stories were written in conjunction with this thesis.“Are
Boomers financially prepared to retire?” was published in the Oxford Eagle on Sept. 15,
2006.“Group helps those who help others’ was published in the Oxford Eagle on Nov.
28, 2006. The final piece, which discusses long term care insurance, is awaiting
publication by the Oxford Eagle and will also be submitted for publication in Mw/55zp/7/
Southern Senior and Family Resources. See the appendix for photocopies ofthe original
two publications and the text ofthe third article that is awaiting publication.
The purpose behind these stories was simple: to inform the public of major
financial issues encountered on the road to retirement. With these stories I wanted to
identify a problem and offer information, advice and solutions from professionals. The
implications ofthese financial concerns on retirement will be monumental. These issues
need to be brought to the forefront ofour community. People need to be reminded of one
simple message that is vital for a satisfying and successful retirement: save money!
The first step in creating a story for publication is the formulation of an idea and
an angle. The next step is to create a communications plan. I had to decide who I wanted
to interview. After interview dates were secured and the interviews had been conducted.
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notes and transcriptions were reviewed for accuracy. Then the stories were written.
revised and rewritten. Finally the stories were submitted for publication.

People interviewed for these three stories include:
Marion Dunn Tutor, Mississippi director of aging and adult services.
Telephone interview
Jerry Corless, associate managing partner for Strategic Financial Partners
in Memphis, Tenn. Personal interview
Edward Gunn, financial advisor with Edward Jones in Oxford. Personal
interview
Ty Bauer, investment advising partner with Carlton and Associates, Inc. m
Oxford. Personal interview
Jimmy Langley, financial advisor with Edward Jones in Oxford. Personal
interview
Roy Tamboli, sculptor from Memphis,Tenn. Telephone interview
Will St. Amand, retired University of Mississippi biology professor,
Telephone interview
Pamela Johnson, human resources manager of benefits and compensation
for the University of Mississippi. Personal interview
Jo Ann O’Quin, University of Mississippi Professor of Social Work.
Personal interview
Margaret Ferguson, retired resident of Azalea Gardens retirement
community. Personal interview
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CHAPTER 6
On the lighter side: Saving [a laugh] for the end

“Set in the nation's capital in the very near future, the novel imagines the coming
fiscal Armageddon when 77 million Baby Boomers start wanting their Social Security
checks instead oftheir MTV.”- Deirdre Donahue, USA Today,on Christopher Buckley’s
Boomsday

Satirizing a serious problem can provide a new perspective for the public into
current economical, political and social problems. This different look at some mounting
problem can often expose, exaggerate and even call needed attention to the issue at hand
and its implications for the future. With his newest novel,Boomsday, Christopher
Buckley has done just that, calling attention to the Social Security crisis of under funding
and its repercussions on the younger generations. Social Security is the issue ofthe book
and humor is the medium to get the message across to readers.
Buckley suggests a very different scenario through the story set in Washington
D.C. His consideration ofthese millions of baby boomers demanding their social security
checks sparks open conflict between the succeeding generation of younger workers.
Apparently the “me” generation ofthe 80s is consumed with self, while their prodigy
refuses to forego their earnings to support the older retirees. "Voluntary transitioning" is
the new catch phrase for the solution to the crisis, which is developed to offer a tax break
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for boomers who kill themselves at 65, allowing their children to receive financial
rewards as well. In Boomsday, the novel’s climax occurs at the Franklin D. Roosevelt
Memorial, the president who created Social Security(Donahue).
Buckley admits the basis for the book was his own children and their future. His
realization was that when they enter the workforce,"a huge chunk oftheir paychecks will
going to sustain my generation."(Donahue).
The Boomsday plot evolves around a 29-year-old female blogger who is in a
position to lead a protest movement ofthe "u30 generation," those under thirty years old.
TTie protagonist urges members of her generation to bum their Social Security cards,
openly revolt and attack gated retirement communities(Donahue).
Buckley shows that he is in sympathy more with the young than he is with his
Boomers co-horts. He phrases his fellow Boomers as the "un-greatest generation," and
he has described them as "selfish narcissists, 'Maybe the book is self-loathing writ
large," Buckley offers (Donahue).
Some of the novel's passages even describe the giant mausoleums that boomers
are erecting to themselves. "They're building pyramids! It's actually happening in real
life," he says, both delighted and horrified. Buckley admits that if he had expertise in
economics he would be working on solutions to the problem. But as a humor writer, all
he could offer was the concept of"voluntary transitioning." When posed with the
question,“Would you kill yourself to save Social Security?” Buckley answered,“You
first!"(Donahue).
Christopher Buckley is best known for his 1994 novel Thank Youfor Smoking,
which parodied public relations “spin doctors” and the “contributions” of Big Tobacco to
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American society. He is the son of William F. Buckley, Jr. He grew up in Connecticut
and moved to Washington D.C. in 1981 to work as a speechwriter for then-vice president
George H.W. Bush. For the past 17 years, he has worked for Forbes magazine
(Donahue).
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CONCLUSION

Some 77 million people will soon enter retirement That will convert the ratio of
workers to retirees from 3:1 to 2:1. The social quality oflife and economic consequences
are sure to be profound.
Our federal government and its operations and associated revenue streams will
meet overwhelming obstacles. The ripple effects ofsuch reductions will play through
the political and social organizations, and while drastic changes will be called for, our
nation will work toward and find solutions. We have done so historically. In fact, the
solutions of Social Security, during the Great Depression, and Medicare, during great
social and racial strife, were both brought about as solutions during economic and social
turmoil.
The impact ofthe coming retirement ofthe Baby Boomer generation will deeply
touch the lives of all citizens ofthis country and will also produce effects that span across
the world. The difficult part is to see the actual effect ofthese implications as many
consequences will be totally unexpected and shocking. Great economic tremors usually
shake and change many features of our lives as individuals as well as a society.
Our country's health care system has been growing explosively, yet it will be
pressured to deliver even more with much less in the coming years. The pressure to make
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moral decisions will be applied to health care workers, government,and everyday
decisions of citizens. The application of life and death health care decisions will be
forced to the forefront simply based on the economic basis oflimited resources and
unlimited demand. A long standing question will be reviewed ever more closely: is
health care a right, or is it a privilege?
The question of the federal government's entire role and how it should fit into
individual worker's retirement plans must be readdressed! Dramatically, the timing and
application of this new role may take place during the active retirement of many soon to
be retirees. Continued delay of active correction seems to assure such outrageous acts,
especially considering the eminent arrival of crisis in Medicare and soon to be cnsis m
Social Security.
Retirement as we have known it is largely disappearing. No longer do people
retire at 65 because they physically can no longer sustain a working life. Some are

now

retiring sooner, while many others are working past 65, either because ofthe need for the
continued income or because they find work to be fulfillmg* Because ofadvances in
health care and longer lifespans, individuals are physically able to be productive in the
work force well past the age of65. In the place ofthis diminishing old view ofretirement
is a new vision indicating how the younger generation will be living their retirement, too.
Financial challenges are the most difficult obstacles the Baby Boomers will
encounter as they retire. They face struggles with savings, the high costs of health care
coupled with their high demand for it and the Social Security and Medicare issues. The
Boomers, through their financial strain, will affect change in federal policy programs for
future generations.
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Group helps those who help others
November
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the jiioup what he ha.s learned
tn’ju !ii> personal ex^K‘ricnce
with the disease.
One ot the toujihcst !ess<ms
came early in the Jisease’s pmjXTcsNton. /Vs Georgia
was
pradtiallv lo.'inK her memor>’,
which is an early symptom of
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“It’s an e.vtension ofour familynow," TamKrIi said. “VC'e like to
feel like we could be there for
somebcxly who is just coming in
with the disease and might ben
efit from out experience because
if noKxlv is there, nobody gets

help."
I'amboli and his family learned
a lot from the grcHip. including
information atxiui medications,
treatments, therapy, financial
arrangements, safety concerns,
legal matters, long-term cate
and how to prepare tor upcom
ing situation.', like w-andcring at
night, he said.
●Really no one knew what
to do until we srarted going to
the gnnip and getting help from
I'oople who had been through
this stuff before." TainWi said.
"Tliat’s when it became man
ageable.”
O’Quin, who also ser\c.'5
on the Iroard of directors for
the MissLssippi chapter of the
AIrheimer’s Associalion. said
ni.search shows that caregivers
typically face a lack of social
suppitrt, especially when dealing
wilh a disorder that is often stigmatired or misundersnxxl by the
public, such as Ahheimer’s.
“ This group gives caregivers
some mutual emotional suppon
that they may not tmd tlmmgh
other sources, and it can help
relieve some of the psycholo^cal burden a.s,siKiiued with the
stress of caregiving on a dailybasis," O’Quin said.
C.A.R.E. formed

But Aldieimer's is not tho
only disorder «ith unique needs.
Many others require si^ar con
stant and intensive cate, and
O'Quin rccognieed the need for
a second support group offering a
similar form ofoutreach for indi
viduals caring for relatives with
any type of disease or disability. In 1996 she formed Caring
for Aging Relatives Effectively
or C.A.R.E.. which ittcludcs all
caregivers.
Participants in the C.A.R.h,
group may be caring tor relarives
who arc physically disabled, have
some c>TXJ of cognitive impair
ment or are just dealing with the
physical demands of aging.
“Many of the caregivers are
spouses or older individuals
themselves who may be deal
ing with their ovs'n phy.sical,
financial or retirement isMifv,"
O’Quin sjiid. “Tlte hopes anvl
dreams of living happily into
retirement are otieu dcsir\>ycd.’*
Therefore, it is essential that
these individuals have a u»ni
munity of triends with Ckimnnin
experiences where they can
expre.ss support for one anoth
cr and shed tears together ami
siill leave each meeting feeling
stronger and uplifted, O’Qmn
said.
National
is
November
CaregivcT^i Month and National
Airheimer’s Awareness Month,
so this is an oppt^rtune time for
anyone to share their experi
ences or just loam more alx^ui
caregiving, O’Quin said.

Long Term Care Insurance story:
As of 2007 Mississippians are eligible for income-tax credits on
long term care insurance premiums, which state leaders hope will
encourage more of the population to purchase the coverage.
Anyone who purchases a long term care policy in the state is
eligible to take a 25 percent tax credit, up to $500,on premiums paid
throughout the year, said Marion Dunn Tutor, state director of Aging and
Adult Services. The tax credit cannot exceed one’s tax liability.
The policy can be paid for by oneself, by the children or by a
spouse.
^‘It doesn’t matter who purchases it. The bottom line is if you
purchase a policy, it is a positive thing for you to take ownership of your
own long term care costs,” Tutor said.
The tax credit bill, signed into law by Gov. Haley Barbour,spent
three years in the legislature before it was passed, and there are now
discussions for tax credits at the federal level. Tutor said.
By motivating more people to purchase the insurance, the bill aims
to curb how heavily long term care costs tap the Mississippi Medicaid
budget each year.
‘■‘Not everybody is poor and qualifies for Medicaid,” Tutor said.
“But some of us are borderline poor and have assets. We don’t need to
spend into poverty anymore.”
On average about 50 percent of the population needs some long
term care before they die, said Jerry Corless, associate managing partner
for Strategic Financial Partners in Memphis, Term.
Premium costs increase exponentially with age, and obtaining
arem
coverage becomes cost-prohibitive for many people by the time you
your early 70s, Corless said.
“For example, a 60 year old can get a good policy with what I
would call good benefits for $2,500 per year,” Corless said. “By the time
you’re 75, it’s probably going to be $6,000 a year for the same policy.”
Corless usually sees his clients purchase a policy between the ages of 55
and 70, he said.
As expensive as premium costs may seem to some, these figures
are shadowed by the costs of long term care. In Mississippi one can expect
to pay $55,000 per year on average for long term care in facilities like
nursing homes. Tutor said.
“If we pay for that out of Medicaid, you can understand that it is
not fiscally responsible for our state,” Tutor said.
Qualifying for long term care coverage is relatively easy, Corless
said. There are no medical exams to undergo. However, insurance
companies screen medical records, looking for indicators of some
preexisting conditions that can disqualify one from eligibility for
coverage.
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Things like Alzheimer’s disease, emphysema, hip replacements
and strokes are some of the major things that disqualify clients fix)m
obtaining a policy, Corless said.
Disqualifying factors for long term care insurance differ from
those of life insurance. For example,if one has had a heart attack, he or
she is not going to be able to get life insurance, Corless said.
“With long term care insurance, they don’t care as much about
things like that. If something is going to kill you instantly, it doesn’t affect
your ability to get a policy as much as something that could just debilitate
you,” Corless said.
When choosing a policy, there are many benefits to choose fiom,
and declining certain ones could adversely effect how and when you
receive your benefits.
With most companies a person qualifies for benefits when he or
she loses two of the six activities of daily living, or ADLs, Corless said.
These include feeding oneself, bathing oneselfand walking.
When deciding on the amount ofthe daily benefit you may require,
it is helpful to consider where you will likely be living at the time you
receive the benefits.
“If you retire in New York,for example,I think the average
monthly cost is around $10,000 a month for long term care services,”
Corless said. In Oxford, it’s around $4,500 a month. You could probably
go to other more rural places in Mississippi for as low as $3,000 per
month.”
Another consideration is inflation. Long term care costs will rise
with inflation, and most policies offer the choice ofan inflation rider.
There are two types of inflation riders. One is a simple interest inflation
rider, which provides a simple interest increase by the percent^e rate you
choose in the amount ofthe benefit you will collect, Corless said. For
example, if you have a 5 percent simple interest inflation rider and a $100
benefit payment, you will receive $100 the first year,$105 the second
year, $110 the third year and so on.
The other choice, a compound interest inflation rider, is much
more expensive, but pays higher and higher benefits over time. It follows
the same pattern as the simple interest inflation rider, except that the
interest is compounded each year.
Ofcourse, you also have the choice to decline both inflation riders.
Two final major considerations are the elimination period and the
calendar day rider.
The elimination period is the amount oftime you have to pay for
your own care before the insurance company takes responsibility. This can
vary 30 days to two years, Corless said. The longer the elimination period,
the less expensive premiums will be.
Furthermore, most people not initially need seven days of care a
week. However,the elimination period on a standard policy only counts
the days on which you received care. So,if you only need care three days
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a week, it can take six months instead ofthree to receive benefits, Corless
said. I'he calendar day rider eliminates this complication. With this option
benefits are paid after on the basis ofthe number ofdays elapsed since you
qualified for benefits versus the number of days you received care.
Mississippi Director of Aging and Adult Services Marian Dunn
Tutor thinks the tax credit bill will have positive implications on our future
state of Medicaid while helping those in the state without coverage acquire
long term care, she said.
“Premiums are expensive,” Tutor said.“For people living on fixed
incomes, paying them is difficult. This bill is a move to help us afford long
term care in our state.”
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